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IRAS CIRCULAR

INCOME TAX TREATMENT OF LIMITED LIABILITY PARTNERSHIPS
(LLPs)

INTRODUCTION

DPM and Minister for Finance had announced in his Budget Statement 2003
that the Government would introduce two new business vehicles to give busmesses
more options in structuring their business activities, namely the Limited Partnership'
("LP”) and Limited Liability Partnership (“LLP”) structures.

What is an LLP?

2 The law relating to LLPs in Singapore has been set out in the Limited Liability
Partnerships Act (“The LLP Act”) which was enacted on 25 January 2005. LLPs will
be regarded in law as “bodies corporate” which are formed by being registered under
the LLP Act.

3 An LLP is a business structure that allows businesses to operate and function
as a partnership while giving it the status of a separate legal person. An LLP will
come into existence upon registration with the Registrar of LLPs.

4 This circular provides details on the income tax treatment of LLPs.
TAX TRANSPARENCY
5 Notwithstanding the fact that LLPs will be regarded as bodies corporate, for

income tax purposes, an LLP will be treated as a partnership and not as a separate
legal entity. This will mean that the income from an LLP will not be chargeable with
tax at the entity level. Instead, each partner of an LLP will be chargeable with tax on
his or its share of the income from the LLP. Where a partner is an individual, his
share of income from the LLP will be taxed based on his personal income rate of tax.
Where a partner is a company (hereinafter referred to as “corporate partner”), its
share of income from the LLP will be taxed based on the prevailing rate of tax for
companies. In addition, each partner's share of (a) capital allowance (“CA”) and
industrial building allowance (“IBA”) in excess of his?income from the LLP, (b) trade

' Limited Partnerships are governed by the Limited Partnerships Act (enacted on 18 Nov 2008). The tax
treatment of limited partnerships largely mirrors that of Limited Liability Partnerships except in aspects
peculiar to the limited partnership structure. These are elaborated in IRAS e-Tax Guide on “Income Tax
Treatment of Limited Partnerships” published on 30 June 2009.

? From this point onwards, the term “his” would not be confined to make reference to an individual, but would
also be used to refer to a company, as the context requires.



loss from the LLP and (c) donation® will be available for offset* against his income
from other sources.

RESTRICTION OF CA, IBA AND TRADE LOSS AVAILABLE FOR OFFSET
AGAINST INCOME FROM OTHER SOURCES

6 The amount of a partner’s share of an LLP’s CA, IBA and trade loss allowed
against his income from other sources (hereinafter referred to as “relevant deduction”)
for a YA, together with all of his relevant deduction allowed in all past YAs
(hereinafter referred to as “past relevant deduction”) shall not exceed his contributed
capital (see paragraphs 8 to 10 for an explanation of what constitutes contributed
capital) as at the end of the basis period relating to that YA. Such a restriction is
hereinafter referred to as “relevant deduction restriction”. Non-trade income from an
LLP is considered income from other sources to partners of the LLP for the purposes
of this restriction.

7 Any amount of a partner’s share of an LLP’s CA, IBA and trade loss which is in
excess of his contributed capital may be carried forward to a future YA for offset
against his share of income from the same LLP°.

Example

Company A is a corporate partner of an LLP and its contributed capital in the LLP
as at both 31 December 2006 and 31 December 2007 is $25,000. Its share of the
LLP’s CA, IBA and trade loss, and its income from other sources are:

Yearended CA IBA LLP Loss LLP Other income
S’pore Interest
a) 31 Dec 2006 ($5,000) ($13,000) ($3,000) $5,000 $25,000
b) 31 Dec 2007 ($5,000) ($6,000) ($8,000) $3,000 $15,000

The relevant deduction restriction applied on Company A is as follows:

3 For the purposes of this circular, the term “donation” refers to donations qualifying for tax deduction under
section 37(3) (b) to (f) of the Singapore Income Tax Act (“ITA”).

*The offset of capital allowance (“CA™), industrial building allowance (“IBA”), trade loss or donation of a
partner of an LLP is to be made in accordance with the order set out in the ITA. The order of setoff applicable
to a partner of an LLP is also applicable to any other person (e.g. a sole-proprietor, a company etc) who is
subject to income tax in Singapore. Please refer to Annex 1 for a summary of the order of offset for CA, IBA,
trade loss and donation.

> Subject to the business continuity test and if applicable, the shareholding test. Please refer to paragraphs 14 and
15 for an explanation of what is the business continuity test and the shareholding test.
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YA2007 YA 2008

Tax Comp Relevant Tax Comp Relevant

deduction deduction

LLP other income (interest) $5,000 $3,000
Other income $25,000 $15,000
Less: CA/IBA ($18,000) $18,000 *($4,000) $4,000

$12,000 $14,000
Less: LLP loss ($3,000) $3,000 NA
Chargeable Income $9,000 $14,000
Unabsorbed LLP CA/IBA c/f ($7,000)
Unabsorbed LLP Loss c/f ($8,000)
Total relevant deduction for each YA $21,000# $4,000#

*Only $4,000 relevant deduction is allowable against Company A’s income from other sources as its
past relevant deduction (i.e. $21,000) and the relevant deduction for YA 2008 shall not exceed its
capital contribution (i.e. $25,000).

# $21,000 + $4,000 = $25,000 (i.e. the same amount as its capital contribution of $25,000)

CONTRIBUTED CAPITAL
8 The contributed capital of a partner of an LLP is the aggregate of -

a) The amount which the partner has contributed to the LLP (in cash or in
kind® but not including any loan by him to the LLP) as capital, and has not,
directly or indirectly, been drawn out or received back by him (whether as a
distribution or a loan or otherwise); and

b) The amount of profits or gains’ of the trade, business, profession or
vocation derived by the LLP from any past YA to which the partner is
entitled (whether as a distribution or a loan or otherwise) but which he has
not received.

9 A partner of an LLP may make capital contribution to the LLP in instalments.
However, the amount which the partner has agreed to contribute but has not actually
contributed to the LLP will not be considered as part of his contributed capital. In other
words, for the purposes of applying the relevant deduction restriction, only the amount
a partner has actually contributed to the LLP in the form of capital will be recognised.

% To provide businessmen with more flexibility when they set up Limited Liability Partnerships (“LLPs”) to
conduct their business activities, partners are allowed to contribute in kind, similar to what shareholders of
companies or partners of partnerships are allowed today.

7 The amount of profits or gains for a YA refers to a partner’s share of the amount of accounting profit as shown
in the profit and loss account of the LLP for the basis period relating to the YA.



10 Contribution to capital made by a partner of an LLP in forms other than cash
must reflect the market value of these non-cash forms and be duly documented in the
partnership agreement. Where capital is contributed in the form of services rendered
to the LLP, the value of the services to be recognised as contributed capital must be
determined based on the open market value of the services when they are rendered.
For a contribution in kind made by a partner of an LLP, the partner is required to
submit an independent valuation report in respect of the contribution made in kind if
the contribution is in the form of:

a) Real property;
b) Shares and securities; or
c) Intellectual property (if the value exceeds $0.5 million).

Such a report shall be submitted together with his Income Tax Return for the YA
relating to the basis period in which the contribution is made. For other types of
contribution in kind made by a partner of an LLP, the partner need only to submit a
valuation report when required by CIT.

REDUCTION IN CONTRIBUTED CAPITAL OF A PARTNER OF AN LLP

11 The amount of the contributed capital of a partner of an LLP will be reduced if
he makes a withdrawal (whether as a distribution or a loan or otherwise) of -
a) the capital he had previously contributed to the LLP, or
b) any portion of his share of the profits or gains of the trade, business,
profession or vocation derived by the LLP in respect of past years which he
had previously not withdrawn.

12 If such a reduction occurs in any YA and it results in the partner’s past relevant
deduction exceeding his reduced contributed capital as at the end of the basis period
relating to the YA, the excess shall be deemed to be income® of the partner
chargeable with tax under section 10(1)(g) of the ITA for this YA. Concurrently, an
equal amount shall also be deemed to be the partner’s share of the loss incurred by
the LLP for this YA. Any amount of this deemed trade loss in excess of his share of
income from the LLP for this YA can be carried forward to subsequent YAs for offset
against his future income from the LLP®.

13 The amount which is deemed to be income of the partner chargeable with tax
under section 10(1)(g) of the ITA for that YA shall be subtracted from the amount of
the partner’s past relevant deduction when applying the relevant deduction restriction

%This is because the partner’s past relevant deduction had exceeded his contributed capital as at the end of the
basis period relating to this YA. This excess had been allowed as a deduction against the partner’s income from
other sources in a prior YA. Therefore, in this YA, the excess is deemed to be income chargeable to tax under
section 10(1)(g) of the ITA.

Where the partner is a company, this carry forward of the deemed trade loss is subject to the shareholding test
(as explained in paragraph 15 of this circular).



in subsequent YAs. Annex 2 provides two examples showing the offset and
restriction of CA, IBA and trade loss of partners of an LLP.

TAX TREATMENT OF UNABSORBED CA, IBA, TRADE LOSS OR DONATION OF
A PARTNER OF AN LLP

(A) Current Rules for the Carry Forward of Unabsorbed CA, IBA, Trade Loss
and Donation

14 In any YA where full effect cannot be given to a person’s CA or IBA due to
insufficiency of the person’s income chargeable with tax for that YA, the balance of
the CA or IBA (hereinafter referred to as “unabsorbed CA or IBA”) may be carried
forward to the next YA for offset so long as the person continues to carry on the trade,
business or profession in respect of which the CA or IBA is granted. In other words,
unabsorbed CA or IBA of a YA cannot be carried forward to a subsequent YA if
during the basis period relating to the YA, there is a cessation of the trade, business
or profession in respect of which the CA or IBA is granted. This requirementmfor the
carry forward of CA and IBA for offset is commonly known as the “business continuity
test”.

15 For a company to offset its unabsorbed CA, IBA or trade loss'" carried forward
in any YA, the shareholders of the company on the last day of the year in which the
CA or IBA arose or in which the trade loss was incurred must be substantially the
same as the shareholders of the company on the first day of the YA in which such CA,
IBA or trade loss is used for offset against the company’s income. These
requirements'?for offset of CA, IBA or trade loss carried forward is commonly known
as the “shareholding test”.

16 Unlike the carry forward of unabsorbed CA and IBA, the carry forward of a
person’s unabsorbed donation' of a YA to a future YA (up to a maximum of five YAs)
for offset against his income is not subject to the satisfaction of the business
continuity test. In the case of a company, the carry forward of its unabsorbed
donation is subject to the shareholding test.

(B) Tax Treatment of Unabsorbed CA, IBA, Trade Loss and Donation on
Transfer of Business to an LLP

10 stipulated under section 23(1) of the ITA

" Unabsorbed trade loss of a person is his loss of a trade in excess of all his income from other sources for any
YA.

Zstipulated under sections 23(4) and 37(12) of the ITA

" Unabsorbed donation in respect of a YA is the donation made by a person in a basis period for the YA which
exceeds his statutory income for the YA.
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17 An LLP may be formed to take over the business'* of a sole-proprietorship, a
partnership (hereinafter referred to as “transferor partnership”), another LLP
(hereinafter referred to as “transferor LLP”) or a company. In such a case, the issue
of whether unabsorbed CA, IBA, trade loss or donation of the transferred business of
the sole-proprietor, each partner of the transferor partnership or the transferor LLP, or
the company, as the case may be (hereinafter referred to as “transferor”), can be
carried forward to a future YA for offset against his future income will arise. Whether
the unabsorbed CA, IBA or trade loss in each case can be carried forward to a future
YA for offset depends on whether the business continuity test and/or the
shareholding test are/is satisfied.

(a) Unabsorbed CA or IBA

18 For unabsorbed CA or IBA carried forward to be offset, there is a need to
satisfy the business continuity test. Therefore, where the trade, business or
profession of a transferor is transferred to an LLP, whether the transferor’s
unabsorbed CA or IBA of that trade, business or profession that has been transferred
can be carried forward to a future YA for offset against his future income will depend
on whether he can be considered as continuing to carry on that trade, business or
profession after the transfer.

19 For income tax purposes, a change of a business structure through which a
person carries on a trade, business or profession does not necessarily constitute a
cessation of that trade, business or profession.

Transferor is a sole-proprietor or a partner

20 For a trade, business or profession carried on through a sole-proprietorship or
a partnership or an LLP, it is considered as being carried on solely by the sole
proprietor or jointly by the partners, as the case may be.

21 Therefore, a transfer of the trade, business or profession of a sole
proprietorship, partnership or LLP to an LLP will not result in a cessation of the
transferred trade, business, or profession for the transferor if and only if he becomes
a partner of the LLP that takes over the trade, business or profession (hereinafter
referred to as “transferee LLP”). Where the transferee LLP continues with the trade,
business or profession taken over, the transferor can carry forward his unabsorbed
CA or IBA of the transferred trade, business or profession remaining in the YA
relating to the basis period in which the trade, business or profession was transferred
(hereinafter referred to as “YA of transfer”), to a future YA for offset against his
income.

22 However, if the transferred trade, business or profession was carried on
through a partnership that commenced before 1 January 1969, the transferor will not
be able to carry forward his unabsorbed CA or IBA of the transferred trade, business
or profession remaining in the YA of transfer even if he becomes a partner of the

' The term “business” used in this context would also refer to a trade, profession or vocation.



transferee LLP. This is because he will be deemed to cease to carry on the
transferred trade, business or profession by virtue of section 35A(4) of the ITA.

Transferor is a company

23 A company transferring a trade, business or profession to a transferee LLP
may dissolve thereafter, or continue to carry on another trade, business or profession
after the transfer. For the former, it will cease to exist and therefore, there is no
question of carrying forward its unabsorbed CA or IBA of the transferred trade,
business or profession, remaining in the YA of transfer to a future YA for offset
against its future income.

24 For the latter, if the company becomes a partner of the transferee LLP, the
company is considered to continue to carry on the same trade, business or
profession and thereby can carry forward its unabsorbed CA or IBA of the transferred
trade, business or profession remaining in the YA of transfer to a future YA for offset
against its future income, subject to the satisfaction of the shareholding test. On the
other hand, if the company does not become a partner of the transferee LLP, the
company will be considered to have ceased to carry on that trade, business or
profession. The company will therefore not meet the business continuity test and as
such, it cannot carry forward its unabsorbed CA or IBA of the transferred trade,
business or profession, remaining in the YA of transfer to a future YA for offset
against its future income.

(b) Unabsorbed Trade Loss

Transferor is a sole-proprietor or a partner

25 Generally, unabsorbed trade loss of a transferred trade, business, profession
or vocation of a sole-proprietor or a partner of a partnership/transferor LLP remaining
in the YA of transfer can be carried forward to a future YA for offset against the future
income of the sole-proprietor or the partner. This is regardless of whether the sole-
proprietor or the partner of the partnership/transferor LLP becomes a partner of the
transferee LLP. However, the carry-forward of the unabsorbed trade loss is subject to
the shareholding test in the case where the partner is a company.

Transferor is a company

26 Where a company transfers a trade, business or profession to a transferee
LLP and dissolves thereafter, there is no question of carrying forward its unabsorbed
trade loss of the transferred trade, business or profession remaining in the YA of
transfer to a future YA for offset against its future income.

27 On the other hand, for a company that does not dissolve after the transfer, its
unabsorbed trade loss of the transferred trade, business or profession remaining in
the YA of transfer can be carried forward to a future YA for offset against its future
income, subject to the satisfaction of the shareholding test. This is regardless of
whether the company becomes a partner of the transferee LLP.



(c) Unabsorbed Donation

28 A transferor can carry forward to a future YA for offset against his future
income, any unabsorbed donation'® of his transferred trade, business, profession or
vocation remaining in the YA of transfer, except where the transferor is a company
which dissolves after the transfer'®. This is regardless of whether the transferor
becomes a partner of the transferee LLP.

(C) Tax Treatment of Unabsorbed CA, IBA, Trade Loss or Donation where there
is a Change of Partner(s) of an LLP

29 An LLP may admit new partner(s) or its existing partner(s) may withdraw from
the LLP due to retirement, death or other reasons. For income tax purposes, an
admission or withdrawal of a partner in an LLP does not necessarily mean that there
is a cessation of the trade, business, profession or vocation of all the partners. This is
because a trade, business, profession or vocation carried on through the LLP is
considered as being carried on jointly by the partners'. Whether or not there is a
cessation of trade, business, profession or vocation for a partner will therefore be
dependent on the status of the partner in the situations described in paragraphs 30 to
33 below.

Admission of new partner(s)

30 Where in the basis period relating to a YA, an LLP admits a partner or partners,
each existing partner of the LLP will be considered to continue to carry on the same
trade, business or profession, unless facts shows that there is indeed a change in the
trade, business or profession carried on through the LLP. Since each existing partner
of the LLP continues to carry on the same trade, business or profession, the business
continuity test would have been satisfied and consequently each existing partner's
unabsorbed CA or IBA of the LLP brought forward from a prior YA (if any) can be
offset in this YA against first his income from the LLP, and then his income from other
sources (subject to the relevant deduction restriction).

31 In addition, regardless of whether there is a cessation of trade, business,
profession or vocation arising from the admission of new partners, each existing
partner of the LLP may be able to carry forward his unabsorbed trade loss or
donation'®from a prior YA to this YA for offset against first his income from the LLP

A person’s unabsorbed donation of a YA can be carried forward for offset to a future YA, up to a maximum of
five YAs. For a company that does not dissolve after the transfer, the carry forward of its unabsorbed donation
is subject to the satisfaction of the shareholding test.

16As the company would cease to exist, there is no question of carrying forward its unabsorbed donation in
respect of the transferred trade, business or profession, remaining in the YA of transfer to a future YA for
offset against its future income.

17 section 36 of the ITA
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and then his income from other sources. The offset of such unabsorbed trade loss is
subject to the relevant deduction restriction. If an existing partner of the LLP is a
company, the carry forward of its unabsorbed trade loss or donation is subject to the
satisfaction of the shareholding test.

Withdrawal of partner(s) of an LLP

32 Where in a basis period relating to a YA an existing partner withdraws from an
LLP, this partner is considered to have ceased to carry on the same trade, business,
profession or vocation. Consequently, his unabsorbed CA or IBA of the LLP cannot
be carried forward to a subsequent YA in view that the business continuity test is not
met. However, his unabsorbed trade loss or donation'® of the LLP may be carried
forward to future YAs for offset against his income from other sources. This applies
even where the withdrawing partner becomes a general partner when the LLP is
converted to an LP or a general partnership. Where the withdrawing partner is a
company, the carry forward of its unabsorbed trade loss or donation of the LLP is
subject to the shareholding test.

33 The tax treatment of unabsorbed CA, IBA, trade loss and donation of the
remaining partners of the LLP will follow that of partners who continued to be partners
of an LLP where there is an admission of new partner(s) to the LLP, as spelt out
under paragraphs 30 and 31 above.

TAX TREATMENT OF PROPERTY SOLD

34 For income tax purposes, instances where a sale of a property (i.e. an asset
qualifying for CA, or a building qualifying for IBA) is considered to have taken place
include instances where -

a) a sole-proprietor sells his property (which is used in the trade, business or
profession carried on through his sole-proprietorship) wholly®® or partly?' to
other partners of an LLP or a partnership;

B person’s unabsorbed donation of a YA can be carried forward for offset to a future YA, up to a maximum
of five YAs.

" A person’s unabsorbed donation of a YA can be carried forward for offset to a future YA, up to a maximum of
five YAs.

205 property used in a trade, business or profession carried on through a sole-proprietorship is sold wholly to
the partners of an LLP or a partnership when the property is transferred from the soleproprietor to the LLP or
partnership, and the sole-proprietor is not one of the partners of the LLP or partnership.

21 A property used in a trade, business or profession carried on through a sole-proprietorship is sold partly to the
other partners of an LLP or a partnership when the property is transferred from the sole-proprietor to the LLP
or partnership, and the sole-proprietor is one of the partners of the LLP or partnership. This is because, as a
partner of the LLP or partnership, he will continue to own part of the property, jointly with the other partners
of the LLP or partnership.
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b) a partner of an LLP or a partnership sells his share of a property used in the
trade, business or profession carried on through the LLP or partnership, to a
sole-proprietor?;

c) a partner of an LLP or a partnership sells his share of a property used in the
trade, business or profession carried on through the LLP or partnership
wholly?® or partly®* to other partners of another LLP or another partnership;

d) a partner of an LLP or a partnership sells his share of a property used in the
trade, business or profession carried on through the LLP or the partnership
wholly?® or partly®® to other partners of the LLP or the partnership;

e) a company sells its property to the partners of an LLP or a partnership; and

f) a partner of an LLP or a partnership sells his share of a property used in the
trade, business or profession carried on through the LLP or the partnership
to a company.

35 Where a property is sold wholly (including a transfer of a property to or from a
company), a balancing allowance or charge for the YA relating to the basis period
during which the property is sold (hereinafter referred to as the “YA of sale”) will be
computed for the seller by virtue of sections 17 and 20 of the ITA*. CA or IBA in
respect of this property will be granted to the buyer for the YA relating to the basis
period in which the property is purchased (hereinafter referred to as the “YA of
purchase”) based on the price paid by him for the property. However, where section

23uch an instance is where a property used in the trade, business or profession carried on through
the LLP or partnership is transferred to a sole-proprietorship, and the partner of the LLP or
partnership is not the sole-proprietor. If the partner of the LLP or partnership is the sole-proprietor,
there is no sale of his share of the property that is owned by him as a partner, as he would continue
to own that share of the property after the transfer (i.e. there is no sale).

B A partner’s share of a property used in a trade, business or profession carried on through the LLP or
partnership is sold wholly to the partners of another LLP or another partnership when the property is
transferred by all the partners (of the LLP or the partnership) to the other LLP or the other
partnership, and the partner is not a partner of the other LLP or the other partnership.

A partner’s share of a property used in a trade, business or profession carried on through the LLP or
partnership is sold partly to the other partners of another LLP or another partnership when the
property is transferred by all the partners (of the LLP or the partnership) to the other LLP or the other
partnership, and the partner is one of the partners of the other LLP or the other partnership, but his
share of the property (which he will continue to own) is reduced.

°A share of a property (which is used in a trade, business or profession carried on through the LLP or
partnership) of a partner of an LLP or a partnership is transferred wholly to the other partners of the
LLP or the partnership respectively, when the partner withdraws from the LLP or the partnership.

%A partner’s share of a property (which is used in a trade, business or profession carried on through
the LLP or partnership) is transferred partly to other partners of the LLP or the partnership when
there is a change in the proportion of the share of his ownership of the property [which could arise
when there is an admission of one or more new partner(s)].

" This is because the sole-proprietor, the partner or the company will cease to own the property.
12



24(3)® of the ITA is applicable and has been elected, CA or IBA of the property for
the YA of purchase will be granted to the buyer based on the tax written down value
of the property. No balancing allowance or charge, nor CA or IBA of the property for
the YA of sale shall be made to the seller.

36 Where a property is sold partly in the circumstances referred to in paragraph
34 above (i.e. where one party to the sale is a partnership or an LLP, and the other
party is an individual or another partnership or LLP), section 24(3) of the ITA shall be
deemed elected. Thereby, CA or IBA of the property for the YA of purchase will be
granted to the buyer based on the tax written down value of the property. No
balancing allowance or charge, nor CA or IBA of the property for the YA of sale shall
be granted to the seller.

37 Annex 3 provides some examples that illustrate the treatment of CA in respect
of a property sold to partners of an LLP.

OTHER FEATURES OF THE INCOME TAX TREATMENT FOR LLPs
38 The other features of the income tax treatment for LLPs are as follows:

a) Applicability of Section 10E Provisions to an LLP
The tax treatment of section 10E%° of the ITA is applicable if the partners of
an LLP carry on a business of the making of investments. The example in
Annex 4 illustrates the tax treatment of the partners of an LLP where
section 10E is applicable.

%8 Under section 24(3) of the ITA, a buyer and a seller under common control can elect to have the
actual price (at which a property is transferred between them) to be substituted by the remaining tax
written down value in respect of that property. Upon such election, the buyer is not given any initial
allowance in respect of the property transferred but will be entitled to annual allowances based on
the remaining tax written down value, and no balancing allowance or charge is made on the seller at
the time of transfer

? Where section 10E tax treatment applies to an LLP, a partner’s share of investment income of the
LLP is taxed under section 10(1)(a) as he is carrying on a business in respect of those investments.
However, deduction of expenses and outgoings, and claims for CA are restricted by the provisions of
section 10E. Under section 10E, in determining the LLP income from any business of making
investments (including the letting of immovable properties):

a) any outgoings and expenses in respect of investments which do not produce any income is not
allowed a deduction under section 14 for that business or other income of the partner;

b) any outgoings and expenses which qualify for deduction under section 14 can only be deducted
against the income derived from the investments and not against other income.
Any excess cannot be carried forward;

¢) CA under sections 19, 19A, 20 and 21 (for plant and machinery) can only be deducted against
the income derived from the investments and not against other income. Any unabsorbed CA
cannot be carried forward. This limitation does not apply to IBA under section 16.

Please refer to Income Tax Practice Note 24 of Vol. 4 No. 1, Practice Note 26 of Vol. 5 No. 1 and

Practice Note 28 of Vol. 5 No. 2 (or our e-Tax Guides 1996/IT/2, 1997/IT/3 and 1997/IT/5) for more

details on the application of the provisions of section 10E.
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b) Assignment of Economic Interests

If a partner of an LLP assigns his economic interest to another person and
he remains a partner of the LLP thereafter, he is liable to tax on his share
of the income of the LLP despite the assignment. The assignment of the
economic interest in an LLP shall not be construed as a transfer of his
partnership status to the assignee. Whether any sum received by the
assignee pursuant to the arrangement is taxable to him will, however,
depend on the circumstances under which the assignment was made™.

c) LLP in Liquidation
When an LLP is being wound up, the income of the LLP will continue to be
assessed on the partners®'. The liquidator of the LLP shall be responsible
for compliance with the provisions of the ITA in relation to the affairs of the
LLP under liquidation.

d) Foreign LLPs
For Singapore tax purposes, the tax treatment applicable to foreign LLPs®?

deriving income from Singapore will be the same as that of LLPs registered
under the LLP Act.

ADMINISTRATIVE MATTERS
(A) Appointment of Manager

39 Under the LLP Act, any person who is concerned with or takes part in the
management of the LLP is the manager of the LLP (hereinafter referred to as “LLP
manager”). For income tax purposes, the LLP manager shall be deemed to be the
precedent partner for the purpose of sections 62 (relating to notice of chargeability
and income tax returns) and 71 (regarding matters relating to returns to be made by a
partnership) of the ITA.

40 The LLP manager will be required to make and deliver a return of the income
of the LLP for every YA. In addition, where the LLP has a incurred business loss, the
LLP manager will be required to submit a Capital Contribution Form® with its tax
return for the year of assessment in which the loss is incurred, and all subsequent

% For example, if the assignment was made in return for a service to be rendered by the assignee,
then the amount of the assigned LLP income received by the assignee would be taxable as service
income of the assignee.

*'This is unlike UK tax treatment. In UK, where an LLP ceases to carry on a trade or profession then it
will no longer be regarded as a “partnership” for the purposes of taxation provisions and will instead
be regarded as a “body corporate”. [Source — Page 801 of Tax Bulletin, December 2000].

32 Foreign LLPs are LLPs which are incorporated or registered under any law elsewhere that is similar
to the Singapore LLP Act.

¥ The Capital Contribution Form is downloadable from IRAS’s website.
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years of assessments whether or not it makes a profit or loss. This is for the purposes
of applying the relevant deduction restriction.

(B) Filing of Return and Accounts
41  The filing requirement® for LLPs will be:

a) LLPs with turnover of less than $$500,000

Such LLPs need not submit financial statements of the LLP when filing their
income tax returns. The following details need to be declared in their income
tax returns:

i) Amount of turnover;

ii) Gross profit;

iii) Allowable business expenses; and

iv) Adjusted profit/loss.

b) LLPs with turnover of S$500,000 or more

Such LLPs are required to submit to the CIT financial statements certified
true and correct by the LLP manager.

42 Similar to partnerships and all other business structures, LLPs will be required
to maintain proper books of account and records of their trade, business, profession
or vocation.

(C) Certification of Tax Residence status of LLPs

43 As an LLP will be treated as a partnership, and not a separate legal person for
income tax purposes, the income of an LLP will be chargeable with tax in the hands
of the partners of the LLP, and not the LLP itself. Therefore, CIT will not issue a
certification of the tax residence status of an LLP for the purposes of an Agreement
for the Avoidance of Double Taxation between Singapore and another country.
However, CIT may, upon request by any partner of an LLP who is a tax resident of
Singapore, issue a certificate of his tax residence status for this purpose.

ENQUIRIES

44 For any enquiries or clarification on this circular, please call 1800-3568611
(Individual) or 1800-3568622 (Corporate).

Inland Revenue Authority of Singapore

* This filing procedure is currently applicable to partnerships.
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ORDER OF OFFSET for CA, IBA, TRADE LOSS and DONATION Annex 1
The manner of offsetting CA, IBA, trade loss and donation (subject to the business continuity
test and/or the shareholding test, where applicable) is spelt out in the ITA in the following
order:

(A) Offsetting of CA and IBA: s. 16 - 23

i) Both current and unabsorbed CA and IBA brought forward from prior YAs of a trade, business or

profession * shall first be offset against income of the same trade, business or profession.

ii)) The CA and IBA in respect of earlier YA shall be deducted first.
*Where for a year of assessment (“YA”) a taxpayer has a single trade source and has common assets that are
used to produce income that is exempt from tax as well as income chargeable with tax, the CA and IBA of
such assets for the YA shall be made against the income exempt from tax and the income chargeable with tax
in such proportion as appears reasonable to the CIT in the circumstances. The basis to be used for
apportioning such CA and IBA will generally be the same basis as that for the allocation of common
expenses to the different tax categories.

v

(B) Aggregation of income from separate sources: s. 35(Statutory Income Stage)

v

(C) Offsetting of CA and IBA against income from other sources: s 35(2)

1) Any excess CA and IBA of a trade, business or profession shall be aggregated with any excess CA
and IBA of other trade, business or profession.

i1) The aggregated amount shall then be offset proportionately against income of other trade business or
profession (where such income of a trade, business or profession shall be net of CA and IBA of that
trade, business or profession). The CA and IBA in respect of earlier YA shall be deducted first.

iii) Any balance of the excess CA and IBA [as determined under (C)(ii)] shall then be offset
proportionately against the taxpayer’s income from other sources. The CA and IBA of earlier YA
shall be deducted first.

iv) Any remaining of the excess CA and IBA [as determined under (C)(iii)] can, subject to satisfying the
necessary conditions, be transferred as Group Relief under s 36C, or transfer to spouses under s37D
or carried backward under s37E /s37F.

v) Any remaining of the excess CA and IBA [as determined under (C)(iv)] shall be carried forward to a
future YA for offset against future income.

v

(D) Deduction of trade loss and donation: s.37 (Assessable Income Stage)

1) Any unabsorbed trade loss brought forward from prior YAs of a trade, business, profession or
vocation shall be offset against profits of the same trade, business, or profession or vocation. The
trade of earlier YA shall be deducted first.

ii) Any excess unabsorbed trade loss [as determined under (D)(i)] shall be aggregated with:

- Any excess unabsorbed trade loss of other trade, business, profession or vocation; and
- Any current year trade loss of other trade, business, profession or vocation.

iii)) The aggregated amount shall be offset proportionately against income of other trade, business,
profession or vocation (where such income of a trade, business, profession or vocation shall be net of
CA, IBA and unabsorbed trade loss of that trade, business, profession or vocation). The trade loss of
earlier YA are to be deducted first.

iv) Any balance of the excess unabsorbed trade loss [as determined under (D)(iii)] shall be offset
proportionately against the taxpayer’s income from other sources. The trade loss of earlier YA shall
be deducted first. Any remaining trade loss shall be carried forward to a future YA for offset against
future income.

v) Unabsorbed donation carried forward from the prior YA and the current year donation shall be
deducted proportionately against income remaining after (D)(iv)[if any]. The donation in respect of
earlier YA shall be deducted first. Any remaining donation shall be carried forward to a future YA
for offset against future income.
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ILLUSTRATION OF SET-OFF AND RESTRICTION OF CA, IBA AND TRADE LOSS OF PARTHMERS OF AN LLP

Partnership & is an LLP and has two partners {i.e. Mr Thomas and Ms Sharon).

AMMEX 2

The principal business of the LLP is the marketing of

micro-chips, and the business' accounting year end is 31 December. The details of the LLP for YA 2008, 2007 and 2008 are:

Mr Thomas [Example 1)

Ms Sharon (Example 2)

(&) Profit sharing rafio 30% 40%
(B Contributed capital as at:
a) 21 Dec 2005 500,000 540,000
by 21 Dec 2008 500,000 §30,000
c) 31 Dec 2007 500,000 525,000
(C) Adjusted proftfloss of LLP
for ywe:
&) 21.92.2005 - Loss 38,000 ($5,400) (53,8000
by 31.12.2005 - Loss 35,000 [%3,000) (52,000}
o) 231.12.2007 - Profit $30,000 518,000 §12,000
(D} CAABA for:
&) YA 2006 - 340,000 524,000 §16,000
by YA 2007 - 340,000 524,000 §16,000
¢} YA 2008 - 340,000 524,000 516,000
YR2006 A2007 fAZ00E " AZ008E W A2007 YA2008
(E) CAJIBA & losses
- Cumulative 528,400 308400 50,400 318,800 337,800 553,800
{F) Contribuied capital a5 at end
of basis period 550,000 $50.,000 $60.000 340,000 §30,000 525,000
(5] Excess of cumulative
CAIBA and losses over
contributed capital [[E-FI] 0 2.400 320,400 a 57,800 523,800

(H} Past relevant deduction

CA/IBA -524,000
loss -5 65400
528,400

CANBA -544 B00
Loss -5 5400
£R0,000

CAJIBA - 554,000
Loss-3 8.000
$50.000

CAMBA - $18,000

Loss-3 3,800
310,800

CA/BA - 526,400

Loss -8 3,600
\ED:DDE

| the ITA

Az the confributed capital as at 21.12.2007 is lower than the past relevant deduction, the
difference of 55,000 will be desmed as income chargeable with tax under section 10(1)(g) of

r,;tq.'m - 526,400
Loss-§ 3800
530,000

Less
Deem ingd 5,000

26,000

1§
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Example 1 - Tax Computations for Mr Thomas for YAs 2006, 2007 and 2008:

ANMEX 2 (COMTIMUELD)

Trade Income
LLF
Less: CA/BA b
Current capital allowanos

Parinership
Less: CATEA

Sole-proprietorship
Less: CATEA

Sental Income

_zze: LLP loss B
Lass: LLP curren: loss
Assessable Inoome
=== Personal Relief

- Eamed Income

- Wife

- Child
Chargeable Income

Tae payable

Cumulative LLP CANBA & losses
Less; Set off against LLP profit
Set off against other sources

LLP CA/BA & losses of
- CAIBA for WAZDDT

CABA for WAZDDE
- loss for ye 31122008
- loss for e 21.12.2000

YA 2006 YA 2007 YA 2008
5 5 | 5 3 § | 5 5 5 i 5
i Restrict i PRestrict i Besinct
0i 0] 12,000 ;
i o {2.400) |
(24,000} | (20,600) | (3400 | (34.000) (8,400} |
20,000 i 30,000 g 12,000
(5,000}  15.000 | {9,000} 21,000 | {8,000) 4,000 |
2,000 i 24,000 i 15,000 i
{30,000} (22,000) ! {2,000) 15,000 | {11,000} 4,000 |
(31.000) } 15,400 | (1.400) ¢
100,000 98,000 | 57,000 |
5,000 § 113,400 | 55,600 |
i ; (600);  (2.400)
(5.400) | o{ (3.000) 0|
53,600 § 113,400 | 55,000 |
1,000 I 1,000 I 1,000 I
2,000 | 2,000 ; 2,000 ;
2,000 5000 2,000 5,000 | 2,000 5,000 |
58,600 | 108,400 | 50,000 |
2874 : 5,560 | 4800
(28.400) § (56,400 | (30.400) |
o 0i 18,000 |
20,400 : 50,000 80,000 |
0 3,400 0
0 o 0
0 0 0
0 o0 o 3,000 (8.400) | (B.400) 2,400 (2.400) (2.400)
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Example 2 - Tax Computations for Ms Sharon for YAs 2006, 2007 and 2008:

AMMNEX 2 (COMTINUED)

Trade Income
LLF
Less: CA/IBA k'Y
Currant CAJIBA

- Sole-proprietorship
Less: CABA

Emnployment income
Sental Imcome
Ceamed income

Laze: LLP loss b
_aze: LLP curren: loss

_azs: Dionation
Assessable Income
Lazs: Personal Relief
- Eamed Income
-CPF

Chargeable Income
Tax payable

Curmulative LLP CANBA & losses

L=ss: Set off against LLP profit
Set off against other sources

LLP CA/IBA & losses of

- CABA for YA2007

- CAIBA for YA2008

- loss for we 31.12.2005

- loss for ywe 21.12.2006

A 2006 YA 2007 YA 2008
2 3§ 5 3 § | % 5 '
i Resirict i Bestrci
0f i 7.000
0 01 (5.800)
(16,000) § (10,4000  (5,600) | (18.000)
12,000 5,000 | 5,000
(5.000)  7.000 | {8,000) {1,000} | {1,000) 4,000 |
[2.000) - (11,400} : :
50,000 } 0,000 | 65,000 |
8.000 5,000 | 7.000 |
oi 0] 5,000
45,000 | 56,600 | 51.000 |
0; 0 0!  {2.000)
{3.500) ; 0} (2,000) 0.
45,400 | 56,600 | 51,000 |
1,200 : 1,200 | 1,200 |
427300 I 5,400 70,800 I
1,000 : 1,000 ; 1,000 ;
10,000 11.000 ; 12,000 13,000 | 12,000 14.000 |
33,200 42,400 | 65,800
582 | 1,216 | 3,322 ;
(18,500} § {37,800 | {53.800) |
0 0 12,000 |
18,800 ; 30,000 | 25,000 |
0 {5,500) 0
0 0 {14,800)
0 o 0
0 0 0| (20000 (7.800); (7.600) (2.000)  (18,800); {16.800)
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ANNEX 3
TREATMENT OF CA IN RESPECT OF APROPERTY SOLD TO PARTHNERS OF AN LLP

EXAMPLE 1 : WHERE A PROPERTY 15 SOLD PARTLY
- a property is transferred from a partnership to an LLP, and a partner of the partnership is a partner of the LLP

L= - Accounting year end: 31 December
- Accounting vear end: 21 Decsmber

| Farinership | L’;_ -—
I Comprises of four parimers |
i - =7 | A—40% I
| Comprises of two partners | | C—-30% :
I A — 80% ! ! D—15% I
| B-20% | | E—15% i
L N -
| i
1 Jar 2008 1 Aup 200E 31 Deo 2006

- =l [ 1
Desails of property transferred to LLF on 1 Aug 2005: | " Taee written down value taken over 520,000 |
Date of purchase — 1 June 2004 i Less CA— YA 2008 510,000 |
Cost of property 530,000 : 510,000 i
Less CA — YA 2005 ($10.000) : L ess CA — YA 2007 510000 |
Taz written down value =20,000 H (|
— e J — !
A 2008 - . -
- Section 24(3) is deemed elected.  Therefors, the CA E?E‘I'ggg g’;gggl‘j
partmers of the partnership will not be granted any = ) of ' ’
CA or balancing allowanca/charges in respect of this F'E'_'-E a,' s 2000 %4000
propeny. - : '
- Howeewer, A (as a partner of the LLP), will be granted E- g ?EEE g ?ggg
a share of the CA in respect of this propery. £ 5 1-5EEI p 1'5“
510,000 510,000




TREATMENT OF CA IN RESPECT OF A PROPERTY SOLD TO PARTMERS OF AN LLP {Continued)
EXAMPLE 2 : WHERE A FROPERTY IS SOLD WHOLLY
- a property is transferred from a partnership to an LLP, and MO partner of the partnership is a partner of the LLP

ANMEX 3 (Continued])

- Bcoounting year end: 31 December

Parinership - Acoounting year end: 31 Decembsr LLP
Comprises of four partners I
T —40% i
Comprises of two pariners O — 30% i
A —30% E— 15% !
B - 20% F—15% i
1 ]
I 1
1 dan 20ee 1 fug 2005 11 Do 2006
Details of propery taken over by LLP on 1 Aug 2005 o e S e
Date of purchase — 1 June 2004 = - -$T1_EI-'I_]I_ZI_:I
Ciost of property 530,000 TR '
Less CA— YA 2005 (510,000 Less LA - YA 2007 g——;'d—gg—g
Tax written down valus $20,000 TR '
=== Sales proceeds _595.000 Less DA - YA 2003 LE-__?_J.i;_Jl_]_':!
Salancing allowance — YA 2008 85000 o 0 e
Allpcation Allpcation
A 2008 WA 2005 WA 2007 WA 2008
Balancing allowance % 5,000 Ci 35,000 35,000 35,000
Share of: Share of:
- A 4,000 - c %2000 §2,000 %2000
- B g 1.000 - D 31.500 5 1.500 $1.500
g 5.000 - E ¥ TED 5 75O F 78D
- F g 780 § 780 $ 750
5 5,000 55,000 % 5,000
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AMNNEX 3 {Continued)

TREATMEMNT OF CAIN RESPECT OF APROPERTY SOLD TO PARTHERS OF AN LLP {Continued]
EXAMPLE 3 : WHERE A COMPANYS PROPERTY IS TRANSFERRED TCO AN LLP

Company - Accounting year end: 31 December m - Accounting year end: 31 December
L Comngrises of two sharsholders i Comprises of two partners i
A - G0% ! A — B0% :
B —40% ! B —20% :
! |
| |
I 1
1.Jan 2005 1 Busg 2006 31 D0 2005
. . |
Betails of propecy eken over by LLE an 1 Aug 2005
Date of purchase — 1 June 2004 (I Mo election of Section 24
Cost of property 330,000 {a) Co — Computation of balancing allowancs
Less CA-YA 2005 [E10.000) Tax writhen down valus 520,000
Tax written down valus _320,000 Less Sales proceeds 515,000
Salancing allowance-YA2005 $ 5000
(I} Section 24 elscted VD et of
(a)Co - mo computation of CA balancing allowance or balancing (B} LLE - Cost of propery. 515,000
- Less CA - A 2008 5 5,000
charge in respect of this property =10.000
(o) LLP - Tax writien down value taken owver $20,000 A WS '
Less CA - A& 2008 510,000 Less LA - YA 200 %‘%
%10,000 A A =
Le=s CA - A& 2007 510,000 Less CA 42008 S+ﬁﬁfl
Mil —_—
e Allocation
SAlocation vAZODE VA 2007 YAZ008 ~ ¥A2007  YAZD008
Ea s [ [ [
CA 510,000 10,000 E-h-“-'x X F 5,000 § 5,000 % 5,000
=hars of A 4000  $4000 5 4,000
- & 5 2,000 2000 o ¥ 4. ' ’
- - - B 3 1.000 5 1.000 % 1.000
- iedde fostd 3 5000 § 5,000 5 5.000
$10,000 $10.000 : * :

a1
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AMNMMNEX 4

EXAMPLE SHOWING TAX TREATMENT OF PARTHERS OF AN LLP WHERE SECTICN 10E 15 APPLICABLE

Partnership B is an LLP and has two partners (i.e. Goodrich Pte Ltd and Mr Brodrick).

The LLP is in the business of making

inwestments and has an accounting year end of 31 December. The details of the LLP for YA 2006 and 2007 are:

Goodrich Pte Lid Mr Brodrick
(&) Profit sharing ratio 0% 10%
(B} Comributed capital a5 at 31 Dec 2005 5500,000 F2.000°
(2] Met rental income for we 31.12.2005 - 530,000 527,000 53,000
Met rental income for we 31.12.2008 - 570,000 §83.000 E7,000
(D) CA for A 2008 - 540,000 (536.000) (4, 000%
CA for A 2007 - 520,000 (5360001 (54, 0000
(E) IBA for A 2007 - 350,000 imo claim for YA 2008) (554,000 (55,0000

*This is his actual capital contribution. Mr Brodrick has commited io contribute up to 350,000 as capital contribulion by year ended 31.12.2008.

WA 2006 Tax Computation for Goodrich Pte Lid and Mr Brodrick:

Trade Incoms
- Adjusted irade income of Goodrich P L's operation
Less: CA

- Met income from LLP

Less: CA
Employment income
Ranial Income

Less: Personal Relief
- Eamed Income
- CPF
Chargeable Income before deducting exempt amouni
Less: exempt amount
Chargeable Income after deducting exempt amount

Tax payabls

Goodrich Pte Lid Mr Brodrick
5 3 i 5
20,000
{50,000) {30,000} 0
27.000 3,000
{36,000 0 {4 000 0
0 &0,000
145,000 0
115,000 &0.000
1,000
& 12,000 13,000
115,000 47,000
52,500 MA
&2 500 A7.000
12,500 1,830

**The exc=ss CA is not available for set-off agains: income from other sowrces as section 10E tax treaiment is applicable. Meither can the

excess CA be carried forward 1o & future YA for set-off against the parmer's share of fulure income from the LLP.
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ANMEX 4 (COMTINUELD)

W& 2007 Tax Computation for Goodrich Pte Lid and Mr Brodrick:

Goodrich Pte Ltd Mr Brodrick
k] 5 5 ] 5 b
- Adjusted frade incoms of Goodrich P L's cperation 75,000
Less: CA (50,000 25,000 a
- Met ingome from LLP 23,000 7,000
Less: CA (35,000) {2,000
27,000 3,000
24 (5=4,000) (27, 000) (8,00 (2,000} {1,000}
- Parinership 30,000 50,000
Less: CA (40,0001 [10.000] [12.000) 28,000
{12,000) 356,000
Employment income | 20,000
Fental Income 125,000 1]
113,000 116,000
Less: Personal Relisf
- Earned Incoms 1,000
- Wife 2,000
- Child 2,000
- CPF P& 18,000 21,000
Chargeakde income before deducting exempt amount 113,000 26,000
Less: exempt amaount 52,500 gL}
Chargeable Income after deducting exempt amount &, 500 95,000
Tax payable 12,100 o, 880
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